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Chairman Chambliss, Congressman McDermott, distinguished Task Force members, thank you
for inviting us to discuss our progress in streamlining Medicare policies and helping providers

participate in the Medicare program.

As a practicing physician for more than 20 years, and having managed a Preferred Provider
Organization, | have a firsthand understanding of the types of concerns expressed by physicians
and other health care providers who participate in Medicare. The laws governing Medicare are
complex and extensive, and its administration is complicated -- in large part because medicine and
our ever-evolving health care delivery system are complex. And Medicare, according to the
General Accounting Office, isintrinsically at high risk of fraud, waste, and abuse because of its

size and scope.

We all share the goals of minimizing Medicare regulations and maintaining and strengthening the
program’'s efficiency and integrity. | think we also all appreciate the challenges these sometimes
conflicting goals can present. Such concerns have been heightened by the Balanced Budget Act’s
(BBA) substantial impact on providers, and by our unprecedented success in fighting fraud,
waste, and abuse, which has cut the Medicare payment error rate nearly in half. We greatly
appreciate the opportunity this hearing provides to explore additional actions we might take to

help providers participating in the program.

We are already taking a number of stepsto review our policies and procedures for potential areas
in which they might be streamlined or simplified. Last year, for example, we worked with
Congress to develop the Balanced Budget Refinement Act (BBRA). We also took a number of
administrative steps to help providers adjust to changes mandated in the BBA. And we are open
to considering other adjustments that might be appropriate.



We have several other initiatives underway to help providers and better target our program

integrity efforts.

C We have launched a wide-ranging education initiative to help providers understand
Medicare policies and how to hill correctly, and to prepare them for the new payment
systems mandated by the law.

C We have formed a Physicians Regulatory Issues Team to review, clarify, and smplify
rules, and ensure that clinician concerns are heard as we develop policies and guidance.

C We have worked with the HHS Inspector General to develop compliance guidance for
providers, including those issued just this month for physicians, and inviting public
comments on this guidance.

C We are studying payment error rates at the contractor level so we can focus education and
error prevention efforts more sharply.

C We are requiring al claims processing contractorsto establish toll-free lines for providers
to call with billing questions.

C We will be testing smplified evaluation and management guidelines designed to reduce the
documentation required for physicians to justify their claims.

C This month we sent aletter to more than 800,000 providers on how to address the most
common documentation problems.

C And we are conducting an increasing number of town meetings and other endeavors to

communicate directly with providers about their concerns.

BACKGROUND

The Health Care Financing Administration (HCFA) isthe largest health insurer in the nation,
covering some 74 million Americans through Medicare, Medicaid, and the State Children’s Headlth
Insurance Program. It will pay about $368 hillion for health care services thisyear. For Medicare
alone, we pay out more than $210 billion each year for nearly one billion claims by some 700,000
physicians, 6,000 hospitals, and thousands of other providers and suppliers. The people who
work at HCFA care deeply about serving the 39 million senior citizens and people with disabilities

who rely on Medicare, and | am proud of our record of accomplishments.



The innovations we have developed in quality improvement and prospective payment systems that
promote efficiency have been widely adopted by other public and private sector insurers. We aso
have important statutory responsibilities to ensure that quality and safety standards are met,

support medical education, and subsidize care for those who are unable to pay.

The volume of Medicare laws and regulations covering all these responsibilities, while often
greatly exaggerated, is substantial. The Social Security Act includes 900 pages of legidative
language related to HCFA programs and, for all these programs including Medicare, we have
issued 1,700 pages of regulations to implement this legidation. Even with the manuals we
provide for our contractors, the total number of pages is no where near the figures alleged by

some.

Congressiis frequently very prescriptive in telling us how to implement the legidative changes it
makes to our programs. This was particularly true with many of the 335 BBA provisions related
to our programs, including new prospective payment systems that require substantial change for

skilled nursing facilities, home health agencies, and hospital outpatient departments.

The BBA represented the agreement of Congress and the Administration to slow the growth in
Medicare spending. Reducing spending by such an unprecedented amount in a relatively short
time was an unequaled challenge. Virtually every hospital, physician, home health agency, skilled
nursing facility, durable medical equipment supplier, and other health care provider in the country

has been affected, and almost al have seen an impact on their revenues.

Such significant change with such an ambitious implementation schedule has created pressures
and dissatisfaction. HCFA, of course, was the face of the BBA for providers. While the past two
years have not been easy, | do believe we have done a good job, albeit not a perfect job, in
implementing the law and remaining true to the law's intent, given the time frames, the competing

interests of program stakeholders, and the complexity of the changes.



The BBA and the Health Insurance Portability and Accountability Act of 1996 both also included
important new toolsto help us prevent improper payments. The vast mgjority of providers are
honest and we have no intention of punishing them for honest errors. However, we have an
indisputable obligation to try to pay fairly, prevent and identify errors, recoup improper payments,
and root out the small number of providers who are not honest. Thisis aleading concern among
beneficiaries, who tell usthat they feel that fraud, waste, and abuse are rampant in the system.
Still, moving in just afew short years from relatively lax program integrity effortsto a zero

tolerance policy has been challenging for both us and providers.

But while difficult, the BBA and our successes in protecting program integrity have both been
essential for preserving and strengthening the Medicare program. The Part A Hospital Insurance
Trust Fund, which was projected to become insolvent in 1999 when President Clinton took office,

isinstead now projected to remain solvent until 2025.

Improving Guidance and Education

The need to continue with payment reforms, spending growth controls, and program integrity
initiatives underscores the importance of our increased provider education efforts. We are
therefore redoubling our efforts to reach out to all providersto ensure that our guidance on
Medicare policiesis clear, understandable, and consistent among the private insurance companies

that, by law, we must contract with to process claims.

We have initiated a wide range of provider educational activities. For example, we are:

C airing satellite broadcasts to hundreds of sites across the country on topics of interest to
providers such as Medicare coverage and payment requirements; new Medicare benefits,
women's health and adult immunization initiatives, and more;

C surveying health care providers nationwide and analyzing data collected to develop new
education strategies for reaching out to Medicare providers;

C developing computer-based training modules for providers on topics such as proper clams

submission, Medicare Secondary Payer rules, and Medicare fraud and abuse efforts;



C writing articles on timely topics for fiscal intermediary bulletins and other publications
targeted toward physicians and other providers;

C maintaining the www.hcfa.gov/medlearn web site to provide up-to-date, easily accessible
material on awide variety of issues, including interactive courses on the proper filing and
documentation of claims,

C communicating on aregular basis through conference calls with national and state
provider associations and issuing nationwide mailings on issues of interest;

C sharing feedback with providers, both on an individual and community level, about how to
correct and prevent the types of errors identified in medical review of claims so we can
reduce the number of improper claims among the vast majority of providers who make
only honest errors; and

C working to ensure that contractor toll-free service lines are responsive to provider

guestions.

Among the most important of these efforts is development and testing of smplified evaluation and
management guidelines that are designed to reduce the documentation required for physiciansto
justify their claims. When our Administrator, Nancy-Ann DeParle, arrived at the agency and
learned of physician dissatisfaction with a new revision of the guidelines, she ordered that
physicians be alowed to use either the new or old version, and instructed me to review the
stuation. Asaresult, I and other HCFA physicians started over with three goals in mind:

C simplify the guidelines;

C reduce the burden; and

C foster consistent and fair medical review.

We have developed simpler versions of the guidelines that we believe provide clear, unambiguous
guidance and streamline the documentation required for clinically appropriate record keeping and
verification that services were medically necessary and rendered as billed. We are going to
rigoroudly test these new versions in the real world of clinical practice. We will also test training

mechanisms to determine the best way to help physicians learn how to use the new guidelines.



Throughout the process we will seek physician input on whether the new version revisions being
tested are, in fact, better for them in the real world of day-to-day clinical practice. To begin the
feedback process, we are holding a public meeting next week in Baltimore to lay out our

proposed guidelines and discuss our testing plans with leaders of physician organizations.

Another good example of our increased education effortsis our current undertaking in

preparation for implementation of the hospital outpatient prospective payment system, which was

mandated by the BBA. Thisinitiative, involving hospitals across the country, is unprecedented in

its scope and second in size only to our Y ear 2000 provider outreach efforts. As part of this

effort, we are:

C holding nationwide train-the-trainer sessions for claims processing contractors who, in
turn, are providing training for local hospitals and billing vendors in their aress;

C conducting additional training sessions for representatives from national and state hospital
associations, as well as software vendors, in the coming months;

C posting training materials for providers on our wwwv.hcfa.gov website;

C sponsoring a national satellite conference specifically on the hospital outpatient PPS on
June 15;

C instructing all contractors to take immediate steps to disseminate final program
information as soon as we release it, and to post these instructions on their web sites; and

C encouraging contractors to publish articlesin their provider bulletins and conduct outreach

to get detailed information to providers.

Responding to Provider Concerns

Parallel to our educational initiatives, we are working to improve the service we provide to
physicians and ensure that our regulations help, rather than hinder, provision of high quality
patient care. To do so, we have doubled the number of physicians at HCFA and put them in key
positions. We have rejuvenated and sharpened the focus of our Practicing Physicians Advisory

Committee to ask their advice on how our policies affect real-life clinical practice.



We aso have established a new, internal, physician-led Physicians Regulatory Issues Team. This

team is developing new systems to create rules and regulations that are smplified, clarified, and

refined specifically to reduce administrative workloads on providers and better meet beneficiary

needs. To do this, the Physicians Regulatory Issues Teamiis:

C

developing an “impact analysis’ initiative to ensure that we explicitly address the impact
on practicing physicians before and after issuing new policies or interpretations of existing
policies, and have already begun piloting these ideas with some current regulations;
developing a “sentinel practices’ system to query and monitor a selection of diverse types
of physician offices across the country in order to receive ongoing feedback on the real-
world, day-to-day impact of Medicare rules,

developing a “physician service workgroup” in which staff involved in physician-related
efforts -- from developing regulations to outreach and education -- will work together to
ensure clear, concise, and consistent communication;

enhancing our communication with physicians at the State and County level by having
each of our 10 regiona offices develop an action plan that reflects the needs and character
of local physician communities,

developing a set of “frequently asked questions’ for physicians, as well as a “rules of the
road” brochure on the basics of Medicare participation for physicians;

hosting monthly conference calls with physician organizations across the country to
address real-time and emerging issues, such as hospital coding, Peer Review Organization
efforts, Medicare payment error estimate, and new preventive health benefits, and

upgrading our website to provide clearer, more user-friendly information for physicians.

Other Administrative Action

We also are taken a number of additional administrative actions to moderate the impact of the

Balanced Budget Act, reduce administrative workloads, and assist providers in meeting the needs

of the patients they serve. These steps complement the legidative changes included in the BBRA

that was enacted into law last fall. For example:



We are revamping the advanced beneficiary notices that providers give to beneficiaries
when providing a service or item that may not be covered by Medicare. The goal isto
provide a plain-language, user-friendly document explaining that a given service or item
may not be covered by Medicare and that the beneficiary may be responsible for payment,
so the beneficiary can make an informed consumer decision. A new draft notice for
physician and other Part B services is now being reviewed by our Practicing Physicians
Advisory Committee, and will soon go into the Paperwork Reduction Act clearance
process, which includes opportunities for public comments. A new draft advanced
beneficiary notice for home health servicesis already in the Paperwork Reduction Act
clearance process.

We are delaying implementation of the hospital outpatient prospective payment system
until August 1. We are distressed about having to postpone the benefits of this new
system for beneficiaries, but the one month delay will give both us and hospitals needed
time to be fully prepared for this substantial change. We also are asking hospitals to not
collect deductibles or coinsurance from Medicare beneficiaries beginning August 1 until
we notify them of the correct amount. And we will provide all hospitals with a“plain
language” flyer to help explain the change to beneficiaries.

We are postponing expansion of the BBA’s “transfer policy” for al hospitals for a period
of two years, through 2002. As aresult, the transfer payment limits will apply only to the
current 10 Diagnosis Related Group (DRG) categories, as prescribed by the BBA. We are
carefully considering whether further postponement of this policy is warranted.

We are implementing new policies to make it easier for rural hospitals, whose payments
are now based on lower, rural area average wages, to be reclassified and receive payments
based on higher average wages in nearby urban areas. As a consequence of these policy
changes, rural hospitals will receive higher reimbursement. Similarly, we are helping rural
hospitals adjust to the new outpatient prospective payment system by using the same wage
index for determining afacility's outpatient payments rates that is used to calculate

inpatient rates.



C We are helping home health agencies by extending the time frame for repaying interim
payment system overpayments from one year to three, with the first year interest-free. We
are postponing the requirement for home health agencies to obtain surety bonds. And we
have eliminated the sequential billing requirement.

C We are helping skilled nursing facilities by refining the payment classification systemin a
budget neutral way to increase pay for medically complex patients.

Ensuring Program Integrity

Although we recognize the need to reduce the administrative workload on providers and simplify
documentation requirements where we are able, we aso have a responsibility to be prudent
stewards of the trust funds and maintain the financial integrity of our programs. We recognize
thisis a delicate, but critical, balance.

Today, our efforts to identify fraud, waste, and abuse in all of our programs are more effective
than ever before. From April through September, 1998, we stopped about $5.3 billion from being
paid to providers for inappropriate claims. Our anti-fraud efforts returned nearly $500 million to
the federal government, a 65 percent increase over the previous year. And we have reduced the
Medicare error rate by aimost half since 1996, and maintained that progressin 1999. And total
Medicare integrity program savings in fiscal year 1999 totaled $9.9 hillion. Y et Medicare pays 95
percent of “clean” claims submitted by physicians without asking for any medical record to
confirm the accuracy of the code, the adequacy of the documentation, or the appropriateness of

the service.

We redlize that our efforts to reduce fraud, waste, and abuse have generated concern among some
providers. We know the majority of providers are honest and conscientious, and we have no
intention of punishing anyone for honest mistakes. If providers do make hilling errors, we want to
find those errors, preferably before we make payment. But thereis aworld of difference between

honest errors and the kind of outright fraud we have been so successful in fighting.



While some physicians have said they are afraid of being jailed for minor errors, we do not refer
providers to law enforcement for minor or occasional errors. Only the most serious matters are
referred for prosecution. | have spoken with hundreds of physicians about these concerns, and

repeatedly asked them to tell usif they know of any instances of improper pursuit of physicians

for honest, inadvertent errors.

In fact, while some 660,000 physicians receive Medicare payments each year, we only review 1
percent of physician claims. And, in the past two years, physicians accounted for only 52 of some
500 criminal health care convictions, at atime when the Department of Justice has achieved an 85

percent conviction rate on cases it takes to court.

CONCLUSION

We are committed to helping providers participate in Medicare and to minimizing the amount of
regulation, paperwork, and oversight as much as our obligation to taxpayers and beneficiaries will
allow. We are taking many steps to be more responsive to provider concerns, and are open to
considering others that may be appropriate. The past few years have been particularly difficult for
providers due to the many BBA changes and our robust program integrity efforts. But now, |
believe, we are turning a corner. We are moving beyond BBA implementation. We are
strengthening and expanding efforts to help honest providers. And we are more sharply targeting
the kinds of fraud, waste, and abuse that we have had so much successin fighting. | thank you
again for holding this hearing and giving us yet another opportunity to address these issues. And |

am happy to answer your questions.
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